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TIPS FOR BUSY READERS
By S. MADONNA KABBES, CPA, Chicago, Illinois
formative financial reports and feels that
any method which will improve this basic
purpose should be thoroughly investigated
by the profession. This becomes increas
ingly important with the ever expanding
interest being shown in such reports by
many groups other than stockholders.
(Note—This paper was presented at the
Southwestern Section of the American
Accounting Association in Dallas on
April 5, 1958. R. E. Seiler is Assoc. Prof.
at University of Texas.)

Improvements in External Reporting by
Use of Direct Costing—by Robert E.
Seiler. Accounting Review—Vol. XXXIV
—January, 1959, p. 59.
The application of direct costing pro
cedures to external reporting is advocated
by the author as a means by which finan
cial statements may more adequately reflect
the company’s financial position, and the
results of a given period’s operations.
The direct costing concept assigns only
variable costs to production and treats all
fixed costs as period costs. The article
includes examples which contrast the appli
cation of this concept with the results
obtained under full absorption costing. One
of the most serious objections which has
resulted from the use of the latter method
is unit costs have varied inversely with
production. This result has been partially
counteracted by the use of “normal” burden
rates under which inventory includes only
“normal” burden costs, and any over- or
under-application of manufacturing expense
is charged to the year in which it was
incurred. One of the difficulties connected
with this procedure, however, has been in
selecting the capacity to be considered as
“normal”.
The author recognizes one of the prob
lems under direct costing is to establish
criteria to determine which costs shall be
considered as fixed, and which as variable.
He explains that generally, fixed costs in
clude all those necessary to provide and
maintain a specific capacity to produce;
variable costs include only those which the
company elects to incur currently, in
order to effect the schedule production.
Opponents of direct costing contend this
procedure results in an inventory valuation
that does not reflect the full cost to pro
duce. The author feels that only variable
costs reflect the actual working capital
of the company which has been tied up
in inventory. Under direct costing pro
cedure, fixed costs will enter directly into
determination of net profit, instead of
being detoured through working capital
via the inventory. The effect on inventory
valuation should thus be considered a dis
tinct merit of direct costing, since it would
aid in the analysis of the company’s work
ing capital.
The author feels the use of the direct
costing technique may result in more in

Top Management Takes a Second Look at
Electronic Data Processing—by Harold
Koontz—Business Horizons—Vol. 2, No.
1—Spring, 1959, p. 74.
(Published quarterly by School of Business,
Indiana University, Bloomington, In
diana) .
In spite of the ever-increasing number
of installations of electronic data process
ing machines, some management heads are
pausing to consider if the benefits justify
the enormous expenditures required.
Among the questions being asked by top
management are these:
1—Are we ready for EDP?
2—What can we expect EDP to do?
3—Can we approach EDP step-by-step
or must we start with an integrated
system ?
4—How can we be sure of making it pay ?
Certainly EDP has many advantages
including speed, and the capacity to store
great volumes of information which can
be quickly retrieved. If such capacities can
be used in properly designed reports, then
management can secure control reports
which will not tell them what has happened,
but will give them projections of what will
happen. The machine, however, cannot de
sign reports.
While great publicity has been given to
the clerical cost savings achieved through
mechanization of procedures, careful analy
sis will often reveal that the real savings
are achieved in the redrafting of procedures
before putting them on a machine. In such
cases most of the savings could have been
effected without the expenditure for the
machine.
Many of those who have been disillu
sioned concerning their machine installa
tions have found costs of operation were
(Continued on page 15)
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TAX NEWS
By LOUISE A. SALLMAN, C.P.A., Oakland Chapter
Investment Clubs are the latest fad. They
are becoming as popular as Pancake Houses
are now, and Drive-In Theatres were sev
eral years ago.
The subject of how tax laws affect In
vestment Clubs is an interesting one; so
much so, that we will cover only one phase
at this time, and will touch on other aspects
at a later date.
Since the membership in any one Invest
ment Club is generally made up of individ
uals associated socially or in business, the
tax considerations affect each member sim
ilarly. The members, therefore, have to de
cide the advantages of a partnership versus
an association, taxed as a corporation,
status.
If the club is taxed as a partnership, its’
income is taxed only once. Each member
reports his proportionate share of dividend
income as if the dividends and capital gains
or losses were received by him, after off
setting the club’s expenses against such in
come. He reports this income in the same
year the club receives it.
If the club is treated as an association
for tax purposes, and is therefore taxed as
a corporation, it is taxed at 30% on its first
$25,000.00 of income and 52% on income in
excess of that amount. But first its net long
term capital gains are segregated and taxed
at not more than 25% of the gain. If the
balance of income is from dividends, the
corporation is taxed on only 15% of such
income by reason of the 85% dividends re
ceived deduction. When the member sells
out or the club liquidates he is taxed again.
However, the limit of his tax would be 25%
of his gain if he had held his shares for

more than six months. Unless the income
tax bracket of the individual members is
sufficiently high, the partnership status is
advantageous in the long run.
If club members’ top bracket income falls
within the 30% bracket, the total tax bur
den, if the club were taxed as a corporation,
would be eventually about 50% higher than
if it were taxed as a partnership. At the
43% bracket the tax would be 22% higher
and at the 59% to 62% bracket, it is defi
nitely advantageous to be taxed as a cor
poration.
To assure an association status, taxable
as a corporation, it is best to incorporate
under the state law. To preclude a club be
ing treated as a corporation for income tax
purposes, even though it is not incorporated
under state law, formal articles of co-part
nership should be drawn. The National As
sociation of Investment Clubs will furnish
prospective new clubs with a recommended
agreement form.

(Continued from page 14)
higher than anticipated, economies have
been lower, delays have been encountered
in installation, and the fear of automation
has led to employee resistance.
Properly used EDP should provide a
powerful tool for effective management,
but in order to achieve greater efficiency
and managerial control, members of top
management must be aware of the problems
which may arise with such installations.
(Mr. Koontz is Chairman and Prof. of
Business Policy and Transportation of the
Graduate School of Business Administra
tion of UCLA).
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